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(A) The State has fully met the per-
formance standards in the operation of
a quality control system in accordance
with Federal regulations and CMS
guidelines (e.g., adherence to Federal
case completion timeliness require-
ments and verification standards).

(B) The State has achieved substan-
tial performance in the formulation of
error reduction initiatives based on the
following processes:

(I) Performance of an accurate and
thorough statistical and program anal-
ysis for error reduction which utilized
quality control and other data:

(2) The translation of such analysis
into specific and appropriate error re-
duction practices for major error ele-
ments; and

(3) The use of monitoring systems to
verify that the error reduction initia-
tives were implemented at the local of-
fice level.

(C) The State has achieved substan-
tial performance in the operation of
the following systems supported by evi-
dence of the timely utilization of their
outputs in the determination of case
eligibility:

(I) The operation of the Income and
Eligibility Verification System in ac-
cordance with the requirements of
parts 431 and 435 of this chapter, and

(2) The operation of systems that
interface with Social Security data
and, where State laws do not restrict
agency access, records from agencies
responsible for motor vehicles, vital
statistics, and State or local income
and property taxes (where these taxes
exist).

(D) The State has achieved substan-
tial performance in the use of the fol-
lowing accountability mechanisms to
ensure that agency staff adhere to
error reduction initiatives. The fol-
lowing are minimum requirements:

(I) Accuracy of eligibility and liabil-
ity determinations and timely proc-
essing of case actions are used as quan-
titative measures of employee perform-
ance and reflected in performance
standards and appraisal forms:

(2) Selective second-party case re-
views are conducted. The second-party
review results are periodically reported
to higher level management, as well as
supervisors and workers and are used
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in performance standards and appraisal
forms; and

(3) Regular operational reviews of
local offices are performed by the State
to evaluate the offices’ effectiveness in
meeting error reduction goals with
periodic monitoring to ensure that re-
view recommendations have been im-
plemented.

(vi) A State that meets the perform-
ance standards specified in paragraphs
(e)(2)(v) (A) through (D) of this section
will be considered for a full or partial
waiver of its disallowance amount. The
State must submit only specific docu-
mentation that verifies that the nec-
essary actions were accomplished. For
example, a State could submit worker
performance standards reflecting time-
liness and case accuracy as quan-
titative measures of performance.

(3) The failure of a State to act upon
necessary legislative changes or to ob-
tain budget authorization for needed
resources is not a basis for finding that
a State failed to meet the national
standard despite a good faith effort.

(f) Disallowance subject to appeal. (1) If
a State does not agree with a disallow-
ance imposed under paragraph (e) of
this section, it may appeal to the De-
partmental Appeals Board within 30
days from the date of the final dis-
allowance notice from CMS. The reg-
ular procedures for an appeal of a dis-
allowance will apply, including review
by the Appeals Board under 45 CFR
part 16.

(2) This appeal provision, as it applies
to MEQC disallowances, is not applica-
ble to the Administrator’s decision on
a State’s waiver request provided for
under paragraph (e) of this section.

[656 FR 22171, May 31, 1990, as amended at 61
FR 38398, July 24, 1996; 66 FR 2666, Jan. 11,
2001]

Subpart @—Requirements for Esti-
mating Improper Payments in
Medicaid and SCHIP

SOURCE: 71 FR 51081, Aug. 28, 2006, unless
otherwise noted.

§431.950 Purpose.

This subpart requires States and pro-
viders to submit information necessary
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to enable the Secretary to produce na-
tional improper payment estimates for
Medicaid and the State Children’s
Health Insurance Program (SCHIP).

§431.954 Basis and scope.

(a) Basis. The statutory bases for this
subpart are sections 1102, 1902(a)(6), and
2107(b)(1) of the Act, which contain the
Secretary’s general rulemaking au-
thority and obligate States to provide
information, as the Secretary may re-
quire, to monitor program perform-
ance. In addition, this rule supports
the Improper Payments Information
Act of 2002 (Pub. L. 107-300), which re-
quires Federal agencies to review and
identify annually those programs and
activities that may be susceptible to
significant erroneous payments, esti-
mate the amount of improper pay-
ments, report such estimates to the
Congress, and submit a report on ac-
tions the agency is taking to reduce er-
roneous payments. Section
1902(a)(27)(B) of the Act requires States
to require providers to agree to furnish
the State Medicaid agencies and the
Secretary with information regarding
payments claimed by Medicaid pro-
viders for furnishing Medicaid services.

(b) Scope. (1) This subpart requires
States under the statutory provisions
cited in paragraph (a) of this section to
submit information as set forth in
§431.970 for, among other purposes, es-
timating improper payments in the
fee-for-service (FFS) and managed care
components of the Medicaid and SCHIP
programs and to determine whether
eligibility was correctly determined.
This subpart also requires providers to
submit to the Secretary any medical
records and other information nec-
essary to disclose the extent of services
provided to individuals receiving as-
sistance, and to furnish information re-
garding any payments claimed by the
provider for furnishing such services,
as requested by the Secretary.

(2) All information must be furnished
in accordance with section 1902(a)(7)(A)
of the Act, regarding confidentiality.

(3) This subpart does not apply with
respect to Puerto Rico, Guam, the Vir-
gin Islands, the Northern Mariana Is-
lands or American Samoa.
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§431.958 Definitions and use of terms.

Active case means a case containing
information on a beneficiary who is en-
rolled in the Medicaid or SCHIP pro-
gram in the month that eligibility is
reviewed.

Active fraud investigation means a
beneficiary’s name has been referred to
the State Fraud and Abuse Control or
similar investigation unit and the unit
is currently actively pursuing an inves-
tigation to determine whether the ben-
eficiary committed fraud.

Adjudication date means either the
date on which money was obligated to
pay a claim or the date the decision
was made to deny a claim.

Agency means, for purposes of the
PERM eligibility reviews and this reg-
ulation, the agency that performs the
Medicaid and SCHIP eligibility deter-
minations under PERM and excludes
the State agency as defined in the reg-
ulation.

Application means an application
form for Medicaid or SCHIP benefits
deemed complete by the State, with re-
spect to which such State approved or
denied eligibility.

Beneficiary means an applicant for, or
recipient of, Medicaid or SCHIP pro-
gram benefits.

Case means an individual beneficiary.

Case error rate means an error rate
that reflects the number of cases in
error in the eligibility sample for the
active cases plus the number of cases
in error in the eligibility sample for
the negative cases expressed as a per-
centage of the total number of cases
examined in the sample.

Case record means either a hardcopy
or electronic file that contains infor-
mation on a beneficiary regarding pro-
gram eligibility.

Eligibility means meeting the State’s
categorical and financial criteria for
receipt of benefits under the Medicaid
or SCHIP programs.

Improper payment means any payment
that should not have been made or that
was made in an incorrect amount (in-
cluding overpayments and underpay-
ments) under statutory, contractual,
administrative, or other legally appli-
cable requirements; and includes any
payment to an ineligible recipient, any
duplicate payment, any payment for



